STATE OF TENNESSEE
NOTESTO THE FINANCIAL STATEMENTS
JUNE 30, 1998

NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Basis of Presentation - The accompanying financial statements of the State of Tennessee have been prepared in
conformity with generally accepted accounting principles as prescribed by the Governmental Accounting Standards
Board. The financial statements of the Colleges and Universities have been prepared in conformity with generally
accepted accounting principles for colleges and universities as prescribed by the Governmental Accounting Standards
Board. Certain amounts presented for the preceding year have been reclassified for comparative purposes.

B. Financial Reporting Entity

Introduction - As required by generally accepted accounting principles, these financial statements present the primary
government and its component units, entities for which the government is considered to be financially accountable.
Discretely presented component units are reported in a separate column in the combined financial statements to

emphasize they are legally separate from the primary government.

Discretely Presented Component Units.

1. The Tennessee Student Assistance Corporation (TSAC) (Governmental Fund Type) is responsible for
guaranteeing student loans under both federal and state programs and administering federal and state grants and
loans to students. The majority of the Board is either appointed by the Governor or are State officials. TSAC's

budget is approved by the State.

2. The Community Services Agencies (CSAs) (Governmental Fund Types) listed below are to provide a mechanism
to facilitate the provision of services for children and other citizens in need of services from state agencies:

Davidson County Community Services Agency
Knox County Community Services Agency
Shelby County Community Services Agency
Hamilton County Community Services Agency
Northeast Community Services Agency

East Tennessee Community Services Agency
Upper Cumberland Community Services Agency
Southeast Community Services Agency
Mid-Cumberland Community Services Agency
South Central Community Services Agency
Northwest Community Services Agency
Southwest Community Services Agency

The Boards for these CSAs are appointed by the Governor and the budget must be approved by the State.

3. TN 200 (Governmental Fund Type) was formed to develop a comprehensive program for celebrating the
bicentennial of the State. The Board is comprised of State officials and appointees by the Governor, and the

State provides a substantial amount of funding.

4. The Tennessee Certified Cotton Growers Organization (Governmental Fund Type) was formed to aid in the
eradication of the Boll Weevil. The mgjority of the Board is appointed by the Commissioner of the Department

of Agriculture, and the State provides a substantial amount of funding.

5. The Tennessee Housing Development Agency (Proprietary Fund Type) is responsible for making loans and
mortgages to qualified sponsors, builders, developers and purchasers of low and moderate income family
dwellings. The Board of the agency is appointed by the Governor and its budget is approved by the State.
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6. The Tennessee Loca Development Authority (Proprietary Fund Type) provides financing assistance to local
governments through the issuance of bonds and notes. In addition, the Authority assists non-profit corporations
in the construction of mental health, mental retardation, or alcohol and drug facilities. The majority of the Board
consists of State officials; therefore, the State can impose its will on the Authority.

7. The Tennessee Commodity Producer Indemnity Board (Grain Indemnity) (Proprietary Fund Type) is
responsible for administering the grain indemnity fund. This fund receives monies from assessments on the sale
of grain by producers. These monies are then used to compensate any claimant who has incurred a financial loss
due to afailure of acommodity dealer or warehouseman. The Board is comprised of state officials and the State
may impose its will since the State appoints, hires and dismisses those individuals responsible for the day-to-day
management of the organization.

8. The Tennessee State Veterans Homes Board (Proprietary Fund Type) is responsible for the operation of
nursing homes for honorably discharged veterans of the United States armed forces. The Board is appointed by
the Governor and its budget is approved by the State. In addition, the issuance of bonds must be approved by the
State Funding Board.

9. The Child Care Facilities Corporation (Proprietary Fund Type) purpose is to create new child care dots in
Tennessee by guaranteeing loans, making direct loans, and making grants. The Board is comprised primarily of
State officials. The State must approve the budget of the Corporation.

10. The Tennessee State School Bond Authority (Proprietary Fund Type) finances projects for the University of
Tennessee, Tennessee Board of Regents or the Tennessee Student Assistance Corporation. The Board of the
Authority consists primarily of State officials; therefore, the State is able to impose its will on the organization.

11. The University of Tennessee Board of Trustees (College and University Fund Type) is responsible for the
operation of the University of Tennessee, located primarily on four campuses across the State. The Board is
appointed by the Governor and the State provides a substantial amount of the funding.

12. The Tennessee Board of Regents (College and University Fund Type) is responsible for the operation of six
universities, twelve community colleges, two technical institutes and twenty-seven technology centers. The
Board is comprised of State officials and appointees by the Governor and the State provides a substantial amount
of funding.

Complete financia statements for each of the individual component units may be obtained at the following addresses:

Tennessee Housing Development Agency Tennessee Local Development Authority
1114 Parkway Towers Suite 1600, James K. Polk Building

404 James Robertson Parkway Nashville, TN 37243

Nashville, TN 37243

Tennessee State Veterans Homes Board Tennessee State School Bond Authority
345 Compton Road Suite 1600, James K. Polk Building
Murfreesboro, TN 37130 Nashville, TN 37243

University of Tennessee Tennessee Board of Regents

Office of the Treasurer 1415 Murfreesboro Road, Suite 350

301 Andy Holt Tower Nashville, TN 37217

Knoxville, TN 37996-0100

All others may be obtained at the following address:
Finance & Administration
Division of Accounts
15th Floor Andrew Jackson Building
Nashville, TN 37243-0298
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C. Fund Structure and Basis of Accounting - The financial activities of the state reported in the accompanying statements
are classified into three fund categories and two account groups, al described below. The fund categories include
governmental funds, proprietary funds and fiduciary funds. Account groups are presented for general fixed assets and
genera long-term obligations.

The state's governmental fund types include:

1. the General Fund - used to account for all financial transactions not required to be accounted
for in other funds;

2. the Special Revenue Funds - used to account for specific revenues earmarked to finance
particular or restricted programs and activities;

3. the Debt Service Fund - used to account for the payment of principa and interest on general
long-term debt; and

4. the Capital Projects Fund - used to account for the acquisition or construction of all major
governmental capital facilities.

All of the governmental funds are accounted for on the modified accrual basis of accounting. Under this basis, revenues
are recognized when they become susceptible to accrua; that is, when they become both measurable and available to
finance expenditures of the current period. Principal revenue sources accounted for on the modified accrua basis
include federal grants, departmental services, interest on investments, sales taxes, petroleum and vehicular-related taxes
and fees, and gross receipts taxes. Licenses, fines, fees and permits are accounted for on the cash basis. Expenditures
are recognized when the related fund liability isincurred except:

a. Inventories generally are considered expenditures when consumed;

b. Prepayments usually are not recorded; and

c. Principal and interest on long-term debt are recorded when due.

Encumbrance accounting is utilized for budgetary control purposes in governmental fund types. Encumbrances
outstanding at year-end are reported as reservations of fund balance for subsequent year expenditure.

The accounting and financial reporting treatment applied to afund is determined by its measurement focus. All
governmental funds and expendable trust funds are accounted for using a current financial resources measurement
focus. With this measurement focus, only current assets and current liabilities generally are included on the balance
sheet. Operating statements of these funds present increases (i.e., revenues and other financing sources) and decreases
(i.e., expenditures and other financing uses) in net current assets.
The proprietary funds include:
1. the Enterprise Funds - used to account for the operations of self-sustaining state agencies
providing goods or services to the genera public on a user-charge basis; and
2. thelnternal Service Funds - used to account for the operations of self-sustaining state agencies
providing goods or services to other state agencies on a cost-reimbursement basis.
The proprietary funds are accounted for on the accrual basis. Under this method, revenues are recorded when earned
and expenses at the time liabilities are incurred.

The fiduciary funds represent Trust and Agency Funds which are used to account for assets held by the state in atrust or
agency capacity. These fundsinclude:
1. the Expendable Trust Funds - used to account for the activities of trusts whose principal and
income may be used for the purposes of the trust;
2. the Nonexpendable Trust Funds - used to account for the activities of trusts whose incomeis
used to fund the trust purpose but whose principal is to be maintained intact;
3. thePension Trust Fund - used to account for the activities of the state-administered retirement
System;
4. Investment Trust Fund — used to account for the activities of the state sponsored external investment pool;
and
5. the Agency Funds - used to account for amounts held in custody for others. Agency funds are custodia in
nature and do not present results of operations or have a measurement focus.
Expendable Trust and Agency Funds are accounted for on the modified accrual basis of accounting. Nonexpendable,
Pension Trust and Investment Trust Funds are accounted for on the accrual basis.
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All proprietary funds, nonexpendable trust funds, pension trust and investment trust funds are accounted for on a flow
of economic resources measurement focus. With this measurement focus, all assets and al liabilities associated with
the operation of these funds are included on the balance sheet. Fund equity (i.e., net total assets) is segregated into
contributed capital and retained earnings components. Proprietary fund-type operating statements present increases
(e.g., revenues) and decreases (e.g., expenses) in net total assets.

The financia statements of the pension plans are prepared using the accrual basis of accounting. Plan member
contributions are recognized in the period in which the contributions are due. The state’s contributions are recognized
when due and a formal commitment to provide the contributions has been made. Benefits and refunds are recognized
when due and payable in accordance with the terms of the plan.

The account group for general fixed assets is maintained to account for all fixed assets acquired or constructed for use
by the state, other than those accounted for in the proprietary funds.

The account group for general long-term obligations is maintained to account for general obligation bonds outstanding,
arbitrage payable, claims payable and accrued annual and compensatory leave not otherwise recorded in proprietary or
fiduciary funds.

In addition to the forementioned fund categories and account groups, the component units aso include colleges and
universities which are accounted for using a different accounting and reporting model.

The college and university fund types (component units - discrete) include:
1. Current Funds - used to account for resources that will be expended in the near term for
operating purposes of the institutions. These include (a) unrestricted funds over which the
governing boards retain full control in achieving the institutions' purposes and (b) restricted
funds which may be utilized only in accordance with externally-restricted purposes;
2. Fiduciary Funds - used to account for assets held by loan, endowment, life income and agency
funds in which the universities act in afiduciary capacity; and
3. Plant Funds - used to account for institutional property acquisition, renewal, replacement, debt
service and investment.
The college and university fund types are accounted for on the accrual basis of accounting with the following
exceptions:
A. Depreciation expense related to plant fund assets is not recorded; and
B. Revenues and expenditures of an academic term encompassing more than one fiscal year are
solely reported in the fiscal year in which the term is predominantly conducted.

Proprietary Activity Accounting and Financial Reporting - Activities accounted for in the state's proprietary, non-
expendable trust and pension trust funds and proprietary type component units follow all applicable GASB
pronouncements as well as applicable private sector pronouncements issued on or before November 30, 1989.

College and University Accounting and Financial Reporting Model - The state uses the AICPA college guide model for
accounting and reporting guidance for its colleges and universities, which are presented as component units-discrete.

Budgetary Process - Legislation requires the Governor to present his proposed budget to the General Assembly at the
beginning of each annual session. Annual budgets are adopted for the general and specia revenue funds, except the
Supreme Court Boards, Fraud and Economic Crime and Dairy Promotion Board (accounted for as Special Revenue
Funds). The Genera Assembly enacts the budget through passage of specific departmental appropriations, the sum of
which may not exceed estimated revenues. Before signing the Appropriations Act, the Governor may veto or reduce
any specific appropriation, subject to legislative override. Once passed and signed, the budget becomes the state's
financial plan for the coming year.

Budgetary control is maintained at the departmental level. Budget revisions during the year, reflecting program changes
or intradepartmental transfers of an administrative nature, may be affected with certain executive and legidative branch
approval. Only the legislature, however, may transfer appropriations between departments.
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Unencumbered appropriations lapse at the end of each fiscal year, with the encumbered appropriations being carried
forward to the next year. In order to provide sufficient funding for severa programs during the year, supplemental
appropriations of $20.5 million were required.

The state's annual budget is prepared on the modified accrual basis of accounting with several exceptions, principally
the effect of encumbrance and contract obligations. Because these exceptions represent departures from generally
accepted accounting principles (GAAP), actual amounts in the accompanying budgetary comparison statement are
presented on the budgetary basis. A reconciliation of the differences between the budgetary and GAAP basis is
presented in Note 2B. The budgetary comparison statement includes the General Fund and all budgeted Special
Revenue Funds.

. Cash and Cash Equivalents - This classification includes demand accounts, petty cash and monies in cash management
pools. The liquidity of the cash management pools is sufficient to cover any withdrawal request by a participant. This
classification aso includes short-term investments with a maturity date within three months of the date acquired by the
state. These short-term investments, which are not part of the State Cash Pool, are stated at fair value. Investmentsin
the State Cash Pool are stated at cost or amortized cost as this pool is a 2a7-like pool. Collateral, as required by law, is
pledged by the various banks and government securities dealers to guarantee state funds placed with them. It is the
state's policy to include cash management pools as cash. In addition, al securities whose primary purpose is to
facilitate the placement of funds in long-term investment vehicles are classified as investments.

. Investments - This classification includes long-term investments which are stated at fair value.

Securities traded on a national or international exchange are valued at the last reported sales price at current exchange
rates. Investments that do not have an established market are reported at estimated fair values. Investment income
consists of realized and unrealized appreciation in the fair value of investments. Interest income is recognized when
earned. Securities and security transactions are recorded in the financial statements on trade-date basis.

Receivables - Receivables in the state's governmental and fiduciary funds primarily consist of taxes, interest,
departmental services and federal revenues, recorded when earned. The remaining governmental fund revenues are not
considered susceptible to accrual prior to receipt; accordingly, licenses, fees, fines, permits and similar revenues are
recognized on the cash basis. Certain Trust Fund receivables, representing taxes and benefits overpayments, have been
reduced by an allowance for uncollectibles. Receivables in all other funds have arisen in the ordinary course of
business. College and University receivables have also been reduced by an uncollectible allowance.

. Interfund Transactions - The state basically has four types of interfund transactions, as follows:

1. Servicesrendered and employee benefit contributions. These transactions are accounted for
as revenues, expenditures or expensesin the funds involved.

2. Operating appropriations/subsidies. These are accounted for as operating transfersin the funds
involved.

3. Equity contributions. These are accounted for as equity transfers (additions to or deductions
from beginning governmental fund balances or proprietary fund contributed capital ).

4. College and university interfund borrowings. These transactions represent borrowings of a
temporary nature and are reported as assets of the college and university fund making the
advance and as liabilities of the fund receiving the advance.

The composition of the state's due to/from other funds at June 30, 1998 is presented in Note 2E.

Advances to Other Funds - Noncurrent portions of long-term interfund loan receivables are reported as advances and
are offset equally by a fund balance reserve account which indicates that they do not constitute expendable available
financia resources and therefore are not available for appropriation.

Inventories - Inventories of materials and supplies are determined by physical count and are valued at cost, principally
using the first-inffirst-out (FIFO) method. The average cost method is used for the Highway Fund (a Special Revenue
Fund) and Motor Vehicle Management (an Internal Service Fund). The costs of governmental fund-type inventories are
recorded as expenditures when consumed rather than when purchased.
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M. Fixed Assets and Depreciation - General fixed assets are presented in the accompanying financial statements at cost or
estimated historical cost. Donated fixed assets are stated at fair market value at the time of donation. Interest during
construction has not been capitalized. Also, certain public domain fixed assets (including highways, bridges, highway
lands and rights-of-way) are not capitalized. No depreciation is provided on general fixed assets.

Enterprise, Internal Service and Nonexpendable Trust Fund fixed assets are stated at cost or estimated historical cost.
Donated fixed assets are stated at fair market value at the time of donation. They are being depreciated principally on a
straight-line basis over estimated useful lives ranging from 20 to 50 years for Structures and Improvements and 4 to 20
years for Machinery and Equipment. It is the state's policy to capitalize interest expense incurred on significant assets
during their construction.

A statement of changesin general fixed assets for the year ended June 30, 1998 is presented in Note 2A.

Generally, College and University component units fixed assets are stated at cost and are not depreciated. Donated fixed
assets are stated at fair market value at the time of donation. Because of the magnitude of library holdings, however, it
has been the state's policy to value library books at a standard amount per volume, currently $48, which approximates
Ccost.

N. Accumulated Unpaid Vacation and Sick Pay - The state's liability for accumulated unpaid annual and compensatory
time is reported in the accompanying General Long-Term Obligations Account Group for all governmental fund types.
In the proprietary fund types and the college and university fund types, this obligation is reported as a fund liability.

There is no liability in the accompanying financial statements for unpaid accumulated sick leave since it is the state's
policy to record the cost of sick leave only when paid. This contingency amount is disclosed in Note 9A.

O. Fiscal Year End - The fiscal year end of the primary government and component units is June 30, except for the
following agencies reported as Special Revenue funds.  Supreme Court Boards and Dairy Promotion Board. Both of
these organizations have a December 31 year end., and the University Health System (a component unit of the
University of Tennessee), also has a December 31 year end.

P. Fund Balance Reserves and Designations - The state's fund balance reserves represent those portions of fund balance (1)
not appropriable for expenditure or (2) legally segregated for a specific future use. In the accompanying Combined
Balance Sheet, reserves for related assets such as inventories, petty cash, advances, long-term receivable, and
prepayments are examples of the former. Reserves for encumbrances, contracts, continuing appropriations and other
specific purposes are examples of the latter. The state's fund balance designations reflect tentative plans for future use
of financial resources. The General Fund designation for revenue fluctuations, has been established as protection in the
event of future revenue shortfalls or expenditure overruns.

Q. Totals (Memorandum Only) - Total columns on the general-purpose financial statements are captioned "memorandum
only" to indicate that they are presented only to facilitate financial analysis. Data in these columns do not present
financial position, results of operations or cash flows in conformity with generally accepted accounting principles.
Neither are such data comparable to a consolidation. Interfund eliminations have not been made in the aggregation of
this data.

R. Comparative Data - Comparative total data for the prior year have been presented in the accompanying financial
statements in order to provide an understanding of changes in the government's financial position and operations.
However, comparative data have not been presented in all statements because their incluson would make certain
statements unduly complex and difficult to understand.
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NOTE 2 - OTHER ACCOUNTING DISCLOSURES

A. Genera Fixed Assets - A statement of changes in general fixed assets for the year ended June 30, 1998 is shown below
(expressed in thousands). The beginning balance of equipment has been adjusted, as the state increased the
capitalization criteria from $500 to $1,000.

Structures Machinery
and and Construction
Land | mprovements Equipment in Progress Totals
Balance, July 1, 1997 $144,738 $1,056,839 $353,143 $ 55,692 $1,610,412
Beginning Balance Adjustment (25,872) (25,872)
Adjusted Balance, July 1, 1997 144,738 1,056,839 327,271 55,692 1,584,540
Additions 12,029 27,727 55,078 72,737 167,571
Deductions (2,474) (4,908) (36,521) (25,755) (69,658)
Balance, June 30, 1998 $154,293 $1,079,658 $345,828 $102,674 $1,682,453

B. Budgetary Basis vs. GAAP - The accompanying Combined Statement of Revenues, Expenditures and Changes in Fund
Balances - Budget and Actua - General Fund and All Budgeted Special Revenue Fund Types presents comparisons of
the legally adopted budget with actual data on abudgetary basis. Since the budgetary and GAAP presentations of actual
data differ, areconciliation of the two is presented below (expressed in thousands).

All Special
General Fund Revenue Funds
Fund Balances (Budgetary Basis), June 30, 1998 $ 570,745 $ 160,924
Add:

Reserve for encumbrances and contracts 7,095 178,112
Highway construction appropriations

carried forward 145,341

Unbudgeted Supreme Court Boards 2,241

Unbudgeted Fraud and Economic Crime 1,488

Fund Balances (GAAP Basis), June 30, 1998 $ 577,840 $ 488,106

C. Fund Equity Restatement -

Change in Accounting Principle: During fiscal year 1998, the State implemented a new accounting standard (GASB
Statement 31) to value certain investments at fair value. The effect on prior periods of valuing investments at fair value
has been reported as a “cumulative-effect type accounting change” — an adjustment to beginning fund equity in the
operating statement. The change in fair value of investments (realized and unrealized gains and losses) and interest and
dividend income are reported as “Investment Income”’. The effect of this change in accounting principle on the balance
sheet is an increase/decrease in Investments and on the operating statement an increase/decrease in Revenues and Fund
Equity.

The State revised its capitalization policy to increase the amount required to capitalize assets from $500 to $1,000. Asa
result, OIR reduced its fixed assets and fund equity.

Prior Period Adjustments: The Office for Information Resources (OIR), an Internal Service Fund, has a prior period
adjustment because equipment was overstated by $701 thousand. The Facilities Revolving Fund (FRF), an Internal
Service Fund, has a prior period adjustment because expenditures were understated by $502 thousand. These errors
caused the previous year’ s fund equity to be overstated.
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Restatement — GASB 31: The Genera Fund was restated to include the administrative fees formerly accounted for in
the Local Government Investment Fund.

In addition, the new accounting standard requires that the State’s investment pool be divided between external
participants (local governments) and internal participants (funds of the primary government and its component units).
The externa portion of the investment pool must be reported as an investment trust fund in a Statement of Net Assets
and a Statement of Changes in Net Assets. The equity position of the funds comprising the internal portion must be
reported as an asset in those funds. As aresult, the Local Government Investment Pool, an expendable trust fund, was
restructured. External participants pool balances are reported in the Local Government Investment Fund and the
primary government funds participants balances are reported as cash and cash equivalents in those funds.

Internal  Nonexp. Expendable Investment

General Service  Trust Trust Trust Component  Reporting
Fund Funds Fund Funds Fund Units Entity

Fund Equity and other

creditsas of June 30, 1997 $345,612 $329,016 $157,329 $ 917,543 $4,352,981 $ 27,095,099
Cumulative-effect type

accounting change 26,230 76,134 102,364
Prior Period Adjustment (1,203) (1,203)
Change in Accounting

Principle (2,788) (2,788)
Restatement-GASB 31 2,435 (2,435) $1,181,502 1,181,502
Fund Equity and Other

Credits as of June 30, 1997,

Restated $348,047 $325,025 $183,559 $ 915,108 $1,181,502 $4,429,115 $ 28,374,974
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D. Segment Information - Segment financia information for the state's Enterprise Funds for the year ended June 30, 1998,
is presented below (expressed in thousands). These enterprise funds provide the following types of goods or services
(in the order shown below): Sewage treatment loans, sewage treatment facilities loans, energy loans, insurance,
insurance, drinking water system loans, and property distribution.

Sewer
State Loan Treatment Energy Loan
Program Loan Program

Operating Revenues $ 1,356 $ 12,134 $ 728
Depreciation and Amortization
Operating Income (L 0ss) (95) 12,134 728
Operating Grants, Entitlements,

and Shared Revenues 880 1,519
Operating Transfersn
Operating Transfers Out to Component Units 25
Net Income (L0oss) (120) 12,134 2,247
Current Capital Transfers 32,167
Equity Transfersin 1,875
Property, Plant and Equipment:

Additions

Deletions
Net Working Capital 2,872 96,418 11,727
Total Assets 31,395 313,585 16,145
Bonds and Other Long-Term

Liabilities Payable from

Operating Revenues 23,560
Total Equity 3,898 313,094 15,933
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Teacher Group Local Government Drinking Property
Insurance Group Insurance Water Utilization Totals
$ 109,004 $ 33,286 $ A4 $ 1546 $ 158,148
8 8
2,681 2,407 94 (106) 17,843
169 2,568
1 1
25
3,647 2,969 94 (105) 20,866
78 32,245
2,500 200 4575
19 19
16 16
5,086 7,969 2,572 365 127,009
21,113 11,724 2,694 567 397,223
23,560
5,086 7,969 2,672 373 349,025
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E. Due To/Due From Other Funds - A summary of due from other funds and due to other funds at June 30, 1998 is shown
below (expressed in thousands).

DUE FROM OTHER FUNDS

Special Revenue Interna Service Trust and Agency Funds

Wildlife Officefor
General Resources Information Employment
DUE TO OTHER FUNDS Fund Highway Agency Resources Security

General $ 85
Special Revenue:
Education Trust $ 252,223 $ 64
Highway
Wildlife Resources
Agency
Solid Waste
Hazardous Waste
Underground Storage
Tanks
Driver Education
Salvage Title
Enforcement
Drycleaner’ s Environmental
Response
Tennessee Regulatory Authority
Enterprise:
Property Utilization
Internal Service:
Office for Information
Resources
Motor Vehicle
Management
Genera Services
Printing
Food Services
Postal Services
Purchasing
Central Stores 132
Records Management
Trust and Agency:
Employee Flexible Benefits 51 % 15

©~
N

Totas $ 252,406 $ 15

|
E
|
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DUE FROM OTHER FUNDS

Trust and Agency Funds

Employee Baccalaureate Pension Contingent Deferred
Flexible Benefits Education Trust Revenue Compensation Totals
$ 2 $ 1,211 $ 5092 $ 70 $ 6,460
38 163 4 252,492
1 175 745 11 932
26 115 4 145
1 5 6
3 13 16
3 15 18
1 1
1 1 2
1 1
$ 1 4 20 25
1 4 5
18 75 2 95
1 6 7
2 8 10
1 1
2 7 9
2 8 10
1 2 135
1 3 4
63
$ 1 $ 3 1,490 6,285 $ 22 9A 260,442

29



STATE OF TENNESSEE
NOTESTO THE FINANCIAL STATEMENTS (Continued)

JUNE 30, 1998

F. Due to Primary Government From Component Units - A summary of due to the primary government from the

component units at June 30, 1998 is shown below (expressed in thousands).

DUE FROM COMPONENT UNITS

Enterprise
Funds Internal Service Funds
Loca
Govt. Officefor Motor Facilities
Capital  Group Property Information Vehicle Revolving

DUE TO PRIMARY GOVERNMENT  Generd Projects Insc. Utiliz. Resources Management Fund
TN Student Assistance

Corporation
Northeast CSA $ 339 $ 5
East TN CSA 313 2
Upper Cumberland CSA 106
Southeast CSA 132 7
Mid-Cumberland CSA 145 18
South Central CSA 147 4
Northwest CSA 197 5
Southwest CSA 335 6
Davidson Co. CSA 39
Knox Co. CSA 169 $ 12 2
Shelby Co. CSA 243
Hamilton Co. CSA 196
Tennessee Housing

Development Agency 131
Veteran’s Nursing Home 554
Board of Regents 1271 $ 73 $ 2 538 $ 15 $ 3
University of Tennessee 67 2 62 5
Totals $ 4384 $ 713 $ 12 $ 4 $ 649 20 $ 3
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DUE FROM COMPONENT UNITS

Internal Service Funds Trust and Agency Funds
Employee
Central Legidative Employment Flexible Chairs of Pension Contingent
Stores Services Security Benefits Excedllence Trust Revenue Totals

$ 1 $ 5 $ 6

344

14 329

$ 1 6 113

5 144

2 18 183

151

11 213

1 13 355

39

183

1 16 260

196

$ 1 6 25 163

1 555

$ 5 $ 1 834 2,742
14 $ 410 1,061 1,621

$ 19 $ 1 $ 6 $ 1 $ 410 $ 1,985 $ 30 $ 7,597
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G. Due From Primary Government To Component Units - A summary of due to the component units from the primary
government at June 30, 1998 is shown below (expressed in thousands).

DUE TO COMPONENT UNITS

Loca
Government
DUE FROM Capital Group Chairs of

PRIMARY GOVERNMENT Genera Projects Insurance Excellence Totals
Northeast CSA $ 171 $ 2 $ 173
East TN CSA 388 388
Upper Cumberland CSA 240 240
Southeast CSA 31 31
Mid-Cumberland CSA 427 5 432
South Central CSA 184 184
Northwest CSA 332 332
Southwest CSA 24 1 25
Davidson County CSA 56 56
Knox County CSA 154 154
Hamilton County CSA 8l 8l
Veteran’s Nursing Home 11 11
Tennessee Board of

Regents 10 $ 772 782
University of Tennessee $ 624 1,011 1,635
Total $ 2109 $ 624 $ 8 $ 1783 $ 4524

H. Discretely Presented Component Unit — The University of Tennessee Balance Sheet includes Due From and Due To
Other Funds of $10.229 million and $8.554 million respectively. The $1.675 million difference is a result of reporting
transactions between the University of Tennessee and University Health System, Inc. (UHS). Due to the controlled
governance by the university, UHS must be presented as a component unit of the University of Tennessee. The
transactions between the university and UHS do not agree in the accompanying financial statements because they have
different fiscal year ends. All activity reported for UHS is as of and for the year ended December 31, 1997.
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I. Due to Component Units From Component Units - A summary of due to the component units from component units at
June 30, 1998 is shown below (expressed in thousands).

DUE TO COMPONENT UNITS

TN State
Northwest Davidson Co. Shelby Co. School Bond Board of University of
DUE FROM COMPONENT UNITS CSA CSA CSA Authority Regents Tennessee Totas
East TN CSA $ 1 $ 1
Southeast CSA $ 1 1
Southwest CSA $ 1 1
TN State School Bond Authority $6601 $17,093 23,694
University of Tennessee $ 1,509 1,509
Totals $ 1 $ 1 $ 1 $ 1509 6,601 $17,093 $25,206

J. Advances -

The General Fund has an advance of $190 thousand to a component unit, the Veterans Homes Board. The Veterans
Homes Board is to repay the advance out of profits generated.

The Genera Fund has an advance to Baccalaureate Education, an Expendable Trust Fund, for $940 thousand.
Baccal aureate Education isto repay this from administrative fees.

Tennessee State School Bond Authority has made the following advances to other component units (expressed in
thousands):

Advances from Component Units

Tennessee Board of Regents $ 98,179
University of Tennessee 241,993
$ 340,172

These advances are due in varying amounts annually and are sufficient to pay the debt service on the bonds and notes
payable that the Tennessee State School Bond Authority has issued.
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K. Accounts and Notes Receivable - Receivables at June 30, 1998 consist of the following (expressed in thousands):

Trust
Specia Debt Capita Internal and
Genera Revenue Service Projects Enterprise  Service Agency Total

Accounts Receivable:

I nterest $ 11,465 $ 17 $183,931 $ 195,413
Taxes 343,162 $325,138 $3,190 230,872 902,362
Accounts 5,635 198 6,198 $ 430 97,709 110,170
Intergovernmental 375,146 137,955 $ 816 254,571 2,789 1,207 772,484
Gross Accounts

Receivable 735,408 463,291 3,190 816 260,786 3,219 513,719 1,980,429
Less: Allowance for

Uncollectibles (21,769) (21,769)
Net Accounts

Receivable $735408 $463291 $3190 $ 816 $ 260,786 3,219 $491950 $1,958,660

Component Units
Tennessee Tennessee Tennessee
Student Housing Local Board University
Assistance  Development Development of of
Corporation Agency Authority Regents Tennessee Other Total

Accounts Receivable:

Interest $ 296 $ 22082 $ 82 % 3138 $ 3,805 $ 29,403
Accounts 18,347 1,213,171 90,937 55,498 194,748 $ 3,032 1,575,733
Intergovernmental 1,660 1,660
Gross Accounts

Receivable 20,303 1,235,253 91,019 58,636 198,553 3,032 1,606,796
Less: Allowance

for Uncollectibles (6,660) (46,085) (52,745)

Net Accounts Receivable $_ 20,303 $1235253 $ 91,019% 51976 $ 152,468 $ 3,032 $ 1,554,051

Notes Receivable $ 5,822 $ 27453 $ 33,238 $ 66,513
Less: Allowance for

Uncollectibles (6,536) (1,159) (7,695)
Net Notes Receivable $ 5,822 $ 20917 $ 32,079 $ 58,818
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L. Fund Balance Reserves and Designations - Specific purpose reserves represent current and past legidative
appropriations requiring year-end segregation. A summary of the nature and purpose of these reserves at June 30, 1998
by fund type follows (expressed in thousands).

Reserved for Specid Trust
Other Specific Purposes Genera Revenue and Agency
Highway Construction $145,341
Wildlife Resources Program 29,165
Criminal Injuries Compensation 54,230
Solid Waste 7,091
Environmental Protection 13,785
Hazardous Waste Program 8,747
Parks Acquisition 14,718
Unemployment Compensation Benefits $ 948,773
Pension Benefits 21,057,487
Higher Education Chairs of Excellence 207,428
Loca Government Investment Pool 1,450,799
Health Access Incentive $ 606
Commerce and Insurance Regulatory Boards 2,302 2,662
Health Regulatory Boards 2,706
Traumatic Brain Injury 1,356
Sports Authority 3,372
Other Non-Lapsing and Special
Revenue Programs 9,317 19,669 8,693
Totals $19,659 $295,408 $23,673,180

The Genera Fund designation for other specific purposes represents the following appropriations made by the
Legislature to carry out tentative managerial plans for fiscal year 1999 (expressed in thousands):

Future Appropriations $ 247,497
Casualty Losses 5,000
Industries for the Blind 132

$252,629

The reserve for related assets represents assets which are not available for appropriation. A summary of these reserves at
June 30, 1998 by fund type follows (expressed in thousands).

Reserved for Specid
Related Assets Genera Revenue
Inventories $ 6,458
Advances to Component Units $ 190
Long-Term Receivables 3,106
Prepayments 23

$3,319 $ 6,458
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M. Related Organizations - The State’s officials are also responsible for appointing the members of the boards of other
organizations, but the State's accountability for these organizations does not extend beyond making appointments. The
State appoints the board members of the Beech River Watershed Development Authority, Carroll County Watershed
Authority, Goodwyn Institute Commission, Watkins Institute Commission, Tennessee Alliance for Fitness and Health,
Tennessee Competitive Export Corporation, Insurance Guaranty Association, Tennessee Sports Hall of Fame, Local
Neighborhood Development Corporations, Tennessee Holocaust Commission, Inc., and Sports Festival, Inc.

N. Joint Ventures -The State is a participant in a joint venture, the Tennessee-Tombigbee Waterway Development
Compact, with the states of Alabama, Kentucky and Mississippi. The purpose of this compact is to promote the
development of a navigable waterway connecting the Tennessee and Tombigbee Rivers and provide a nine foot
navigable channel. The fiscal year end of the Tennessee Tombigbee Waterway is December 31. Financial statements
for the Tennessee Tombigbee Waterway may be obtained at: P. O. Drawer 671, Columbus, MS 39703.

Presented below is summary financial datafor thisjoint venture (expressed in thousands):

1997 1996
Current Assets $278 $203
Property Plant & Equipment 19 19
Total Assets 297 222
Current Liabilities 2 11
Investment in General Fixed Assets 19 19
Fund Balance 276 192
Total Liabilities and Fund Balance 297 222
Revenues 359 295
Expenditures 275 301
Excess of Revenues over (under)
expenditures 84 (6)
Beginning Fund Balance 192 198
Ending Fund Balance $276 192

O. Jointly Governed Organizations - The State in conjunction with 26 other states are members of the Pest Control
Compact.

The State in conjunction with 13 other states are members of the Southern Growth Policies Board. Tennessee paid
some $40,917 in fiscal year 1998 for membership dues.

The Southern Regional Education Compact was entered into with 14 other states. Tennessee paid $8,000 in dues in
fiscal year 1998.

The Compact for Education was entered into with 49 other states. Tennessee paid an annual assessment of $56,000.

The Interstate Mining Compact has 18 member states, including Tennessee. Tennessee paid $11,215 in fiscal year 1998
for membership dues.

The Southern States Energy Board is comprised of 16 member states, including Tennessee.

The Southeast Interstate Low Level Radioactive Waste Compact has 7 member states.
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P. Presented below are the condensed financial statements for the discretely presented component units (expressed in

thousands):

CONDENSED FINANCIAL STATEMENTS - DISCRETELY PRESENTED COMPONENT UNITS

Assets:
Current Assets
Due from Primary
Government

Due from Component

Units
Advanceto
Component Units
Other Assets
Fixed Assets
Amountsto be
Provided

Total Assets

Liabilities:
Current Liabilities
Dueto Primary
Government
Due to Component
Units
Bonds Payable
Advance From

Primary Government

Advance from

Component Units

Total Liabilities

Equity:

Investment in General

Fixed Assets
Contributed Capital
Retained Earnings
Fund Balances

Total Equity

Total Liabilities
and Equity

BALANCE SHEETS
Tennessee
Tennessee Tennessee Tennessee State
Student Housing Local School  Tennessee University
Assistance  Develop. Develop. Bond Board of of
Corporation Agency  Authority  Authority Regents Tennessee Other Tota

$ 80624 $ 468,738 $ 34,341

$ 10,316 $ 309,918

$ 477,495 $ 18,454 $1,399,886

782 1,635 2,107 4,524

23,694 1,509 3 25,206

340,172 340,172

1,630,752 96,407 48,676 141,083 406,670 2,209 2,325,797

209 160 1,867,478 1,829,595 12,695 3,710,137

83 996 1,079

$_ 80916 $2,099,650 $ 130,748 $422,858 $2,319,261 $2,716,904 $ 36,464 $7,806,801
$ 5525% 122619 $ 28807 $ 96533 $ 209,394 $ 187,047 $9,103 $ 659,028
6 163 2,742 1621 3,065 7,597

1,509 6,601 17,093 3 25,206

1,662,955 90,703 318,696 1,877 5,187 2,079,418

190 190

98,179 241,993 340,172

5531 _1,785737 _ 119,510 _ 416,738 _ 318,793 447,754 17,548 3,111,611

209 1,758,399 1,568,150 1,945 3,328,703

2,500 10,164 12,664

75,176 311,413 11,238 6,120 2,386 406,333
242,069 701,000 _ 4421 _ 947,490

75,385 313,913 11,238 6,120 2,000,468 _2,269,150 _18,916 4,695,190

$ 80916 $2,099,650 $ 130,748 $ 422,858 $2,319,261

$2,716,904 $ 36,464 $7,806,801
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STATEMENTS OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES

Tennessee Student
Assistance Corporation Other Tota
Revenues $ 21,453 $ 3,586 $ 25,039
Expenditures:

Current 32,177 41,591 73,768
Transfers (To) Other Funds (349 (349)
Transfers From Primary Government 21,069 38,524 59,593
Excess of Revenues and Other

Financing Sources Over (Under) Expenditures 9,996 519 10,515
Fund Balances, July 1 65,180 3,902 69,082
Fund Balances, June 30 $ 75,176 4,421 $ 79,597

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN EQUITY

Tennessee Tennessee Tennessee
Housing Loca School
Develop. Develop. Bond
Agency Authority Authority Other Tota
Operating Revenues $ 163,420 $ 7,147 $ 22,270 $ 9,742 $202,579
Operating Expenses 115,403 5,363 21,623 9,045 151,434
Operating Income (L 0ss) 48,017 1,784 647 697 51,145
Non-Operating Revenues
(Expenses) 8,662 (55) 8,607
Transfers From
Primary Government 25 25
Transfer (to) Primary
Government (43,000) (43,000)
Extraordinary Items (119) (119)
Net Income (L0oss) 13,560 1,809 647 642 16,658
Contributed Capital 5 5
Fund Equity, July 1 282,236 9,436 5,422 11,903 308,997
Cumulative Effect of Change
in Accounting Principle 18,117 (7) 51 18,161
Fund Equity, June 30 $313,913 $11,238 $6120 $12550 $343,821
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STATEMENTS OF CURRENT FUNDS REVENUES, EXPENDITURES AND OTHER CHANGES

Revenues
Expenditures:
Education and General
Auxiliary Enterprise
and Hospital

TransfersTo
Other Colleges and
University Funds

Transfers From Primary
Government

Other Additions
(Deductions)

Net Increase (Decrease)
in Fund Balances

Q. Individual Fund Deficits - The following individual funds have deficit retained earnings/fund balances at June 30, 1998

(expressed in thousands)
Capital Projects

Enterprise Funds:
Property Utilization

Internal Service Funds:
Food Services
Central Stores
Legidative Services

Component Units:
Veteran's Home Board
Child Care Facilities

Tennessee University
Board of of
Regents Tennessee
$ 610,918 $ 873,464
1,028,314 799,769
68,007 374,355
(23,802) (63,396)
522,889 359,857
@3 _4.558
13,641 $ 359

University of Tennessee

Unexpended Plant

The deficit in the capital projects fund will be eliminated as the State sells general obligation bonds to finance the
various construction contracts encumbered. Increases in fees and charges for services and products are expected to

$ (33,106)
$ (1610
$ (2153
$  (243)
$ (34)
$ (962
$ (179
$ (10,570)

eliminate the deficitsin the other fundsin fiscal years 1999 and beyond.
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$ 1,484,382

1,828,083

442,362

(87,198)

882,746

4,515

$ 14,000
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NOTE 3—-LONG-TERM LIABILITIESAND CERTAIN OTHER OBLIGATIONS
A. Bonds Payable - Bonds Payable at June 30, 1998 are shown below (expressed in thousands).

Bonds
Enterprise Funds.
General obligation bonds, 5.0% to 7.5%, due in generally decreasing amounts
of principal and interest ranging from $2.6 million in 2002 to $719 thousand in 2006 $ 13825
Genera obligation refunding bonds, 1996 Series C, 4.6% to 5.0% principal and
interest due in amounts ranging from $1.8 million in 1999 to $986 thousand in 2010 12,780
Total Enterprise Funds 26,605
Internal Service Funds:
Genera obligation bonds, 4.4% to 7.0%, due in decreasing amounts of principal
and interest from $15.1 million in 1999 to $273 thousand in 2018 125,935
Genera obligation refunding bonds, 1996 Series B, 4.6% to 6% principal and
interest due in amounts ranging from $2.1 million in 2002 to $352 thousand in 2011 13,449
Total Internal Service Funds 139,384
General Long-Term Debt:
Genera obligation bonds, 4.4% to 7.0%, due in decreasing amounts of principal
and interest from $79.2 million in 1999 to $1.8 million in 2027 667,069
Genera obligation refunding bonds, 1991 Series A, 6% to 6.35% principal and
interest due in amounts ranging from $6.5 million in 1999 to $5.6 million in 2002 20,900
Genera obligation refunding bonds, 1996 Series B, 4.6% to 6% principal and
interest due in amounts ranging from $21.4 million in 2002 to $3.6 millionin 2011 138,851
Total General Long-Term Debt 826,820
Total Bonds Payable $ 992,809

Bond sales during the year ended June 30, 1998 included the following issue:
May 1998 - General obligation bonds of $120.6 million.

The May 1998 $120.6 million genera obligation bond issue above represents bonds maturing serially through 2018 at
an interest rate of 5%. Proceeds of $62.0 million were used to redeem bond anticipation notes on June 1, 1998.

In prior years, the state defeased certain genera obligation bonds by placing the proceeds of new bonds in an
irrevocable trust to provide for all future debt service payments on the old bonds. Accordingly, the trust account assets
and liability for the defeased bonds are not included in the General Long-Term Obligations Account Group. However,
since the State Treasurer is holding these monies in a trustee capacity, the assets and an offsetting liability are reporte